In the first place how does a producer-consumer household allocate its factors of production among alternative uses in autarky? All of its endowment of capital service will be employed in its family firm. Then, how will its endowment of time be allocated between leisure and work? Since no formal markets are available, no prices nor rates are available to help it allocate its endowments. Hence, a set of price and rates need to be formed for these purposes within the household, which proves to be possible since there are alternative uses for its limited endowments of time and capital service. Actually, the household itself constitutes a set of related markets for its factors of production and for the output of its family firm, so that a set of "informal or internal price and rates" (Sonoda and Maruyama, 1999) can be formed to equilibrate all the related internal markets for them. As family members increase or as the technological level of its family firm advances, demands for its factors of production and for the output of its family firm will be changed, which in turn will necessitate it to form a new set of "internal price and rates" to help it allocate them in accordance with the changes in demand. Thus, it undergoes a "revolution in the microeconomic analysis for individual units" in determining the internal price and rates as well as the quantities of factors and output demanded or supplied given the internal price and rates it forms on its own.
As the formal markets for its factors of production and the output of its family firm develop outside the household, the market price and rates will gradually take the place of the internal ones it has formed in organizing its family firm and in making its consumption choice. In the mean time, the market price and rates, and the internal ones cooperate to perform their respective roles. It is noted that the responses of the internal price and rates to the change in the market ones render its supply of output and its demand for factors of production less elastic or cross-elastic than in the case in which all the formal markets are perfectly competitive. In extreme cases they produce a downward-sloping supply function of output and the upward-sloping demand functions for factors of production, as will be seen in subsequent sections. Eventually, as the markets for its output and labor turn out to be perfectly competitive though other markets remain imperfect, it becomes possible for the family firm to organize its production activity without any regard to the consumption choice of its owner household. Furthermore, it is able to influence the consumption choice of the latter through the transfer of its residual profit. Thus, the family firm appears to assume its "producer sovereignty" as it were over the "consumer sovereignty" of its owner household.
However, if the market for its output fails to be perfectly competitive with its external supply being limited, as in the case discussed by Becker (1965) in regard to the output of household goods, the family firm is obliged to produce whatever amount of these goods is demanded by family members in excess of their external supply. In such circumstances it is not possible for the family firm to organize its production of these goods to maximize the residual profit imputable to itself, but it subdues itself to the consumer sovereignty of its owner household. On the other hand, family members are obliged to pay a higher internal price (Sonoda and Maruyama, 1999) for them than their market price by the amount of premium family members are prepared to pay for an additional unit of them which are in short supply. A higher internal price of household goods then obliges the family firm to employ more factors of production than is justified by their market price and rates. Hence, the market value of their marginal products are depressed below their market rates, as in the case with the employment of labor in the family firm if the market for labor fails to be perfectly competitive with its external employment being limited. The supply of labor to the market proves to be less elastic than in the instance in which the market for household goods is perfectly competitive.
At this point, it would appear appropriate to start with the examination of the behavior of a producer-consumer household in autarky.
Autarky a The consumption set
The consumption set of a producer-consumer household in autarky is defined by its production technology and its endowments of production
